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CAPITAL AND INTEREST 

HAVING recently replied to a critic who objects that my books, 
while correct from the standpoint of business economy, do not 
pay sufficient attention to social utilities, I must now face 
about to meet criticism from precisely the opposite quarter. Professor 
Veblen's objections' are that I give undue attention to utility, enjoy- 
able income , livelihood and the " calculus of pleasure and pain ,' ' in- 
stead of to " pecuniary concepts," which, and which alone, can, in his 
opinion, serve as a basis for the study of modern business conditions. 
The first critic objects that as political economist I should not confine 
myself to the problems of business, but should include those of welfare ; 
the second, that I should not specifically include the problems of wel- 
fare, but should confine myself to those of business ! 

The opposite character of these criticisms would suggest interesting 
questions as to how authors ought to be guided in distributing emphasis 
over the topics of which they treat. Experience has shown that pro- 
gress is made most rapidly in science by the writing of monographs 
devoted to special parts of the wide field of human knowledge. There 
will always necessarily be some disagreement as to what may best be 
covered in any specific monograph. It must be an advantage rather 
than otherwise that various minds look at the field from various angles , 
and that each selects for himself particular aspects for special study. 
While there is room for difference of opinion as to the wisdom of each 
choice, I hold it to be a mistake — and a mistake indicative of the un- 
developed state of our science — that there should exist among econo- 
mists a spirit of intolerance , leading critics not merely to prefer certain 
points of view but to maintain that any other point of view is inadmis- 
sible. It would seem that we have not advanced much in this respect 
beyond the time when Jevons wrote 

The present chaotic state of Economics arises from the confusing together of 
several branches of Knowledge. Subdivision is the remedy * * * In fact, 
the whole subject is so extensive, intricate and diverse, that it is absurd to 
suppose it can be treated in any single book or in any single manner. 2 

'"Fisher's Capital and Income," Political Science Quarterly, vol. xxiii, p. 
112, and " Fisher's The Rate of Interest," ibid., vol. xxiv, p. 296. 

2 The Theory of Political Economy f3rd edition, London, Macmillan, 1888), p. xv. 
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The most recent history of economics voices the same view : 

Nous voyons ensuite s'operer une segmentation de la science economique 
en sciences distinctes qui tendent a devenir de plus en plus autonomes. 
Seulement cette separation n'implique plus lutte, mais simple division du 
travail. 1 

With these views, Professor Veblen would, I judge, take issue. 
Like some other economists, he is not content with following his own 
bent and method, but wishes to prescribe limits and to mark out paths 
for others ; and like these other economists he makes errors chiefly in his 
negations, not in his affirmations. Having judged any work by his 
criteria and found it wanting, he seems forthwith to dismiss it in Mo, 
closing his eyes to particulars. All other reviews I have yet encoun- 
tered are favorable to the extent of granting the validity of my main 
contention, but Professor Veblen finds evidences of error everywhere. 
He rejects my entire presentation because I have not regarded the 
subject from his viewpoint and, in consequence, have put different 
details in the background and foreground respectively. In the last of 
his two articles Professor Veblen states that the study of the " rate of 
interest" must be confined to the money market, and objects to the 
extension of the concept which is made to apply to discounting future 
benefits in general. Among his expressions on this point we find : 

Interest is a pecuniary concept having no validity (except by force of an 
ambiguity) outside of the pecuniary relations of the business community, 
and to construe it in other, presumably more elementary, terms is to ex- 
plain it away by dissolving it into the elements out of which it is remotely 
derived, or rather to which it is presumed to be remotely related. 

Such statements will, I believe, to most readers carry their own 
refutation. Without such analysis, we should revert to the superficial 
mercantilism with which economics began. Instead of restricting 
economic studies in any one direction, instead of prescribing rigid 
metes and bounds, why not encourage every student who has the 
slightest spark of the explorer's spirit to follow out any chosen chain of 
causation ad libitum, even to the extent of studying, as did Jevons, 
the possible effect of sunspots on economic crises? 

But, while Professor Veblen objects to my extending the study of 
interest in one direction, he at the same time objects to my failing to 

1 Charles Gide et Charles Rist, Histoire des doctrines economiques (Paris, 1909), 
P- 734- 
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extend it in another. He points out that in a modern market the rate 
of interest is affected by the degree of development of economic insti- 
tutions, and that any study of the rate of interest should include a study 
of the historical development of the institutions of private property and 
industrial organization, particularly the organization of the money mar- 
ket. Such a study is certainly legitimate , but forms no necessary part 
of the field chosen for my book, which had to do primarily with analysis 
and only secondarily with history. 

As another example of my critic's desire to narrow many economic 
concepts to their money manifestation may be mentioned his attitude 
toward the concept of income. He maintains that, " As a business 
proposition, nothing that cannot be rated in terms of money income is 
to be accounted income at all ; which is the same as saying that no 
definition which goes beyond or behind the pecuniary concept can be 
a serviceable definition of income for modern use." My own state- 
ment would be that no dennition which does not go beyond or behind 
the pecuniary concept (or concepts) can be a serviceable definition for 
modern use, especially use in economic analysis. Would Professor 
Veblen wipe out of economic literature all study — analysis and statis- 
tics alike — of, for instance, " real " wages as distinct from pecuniary 
or nominal wages? The use of the term " real " in contradistinction 
to "pecuniary" indicates the belief of economists that pecuniary 
income, like pecuniary concepts in general, is relatively superficial. 

If Professor Veblen wishes, for the purpose of classification, to mark 
off a concept of money income, he is of course at liberty to do so. 
This, however, would seem to be inconsistent with the views expressed 
in his first article. Here he objects to my method because hft believes 
it is classification merely for classification's sake. In the second arti- 
ticle, instead ot branding me as a" taxonomist," he confines himself 
to calling me a " hedonist." If I were compelled to accept either of 
these epithets, I should be inclined to argue that no one could logically 
merit both. Since, however, Professor Veblen has apparently overlooked 
the fact that I had expressly disclaimed being either an advocate of 
classification (Professor Veblen's "taxonomy") or an advocate of 
measuring utility in terms of pleasure and pain (Professor Veblen's 
" hedonistic calculus ") , it may be worth while to restate here two dis- 
tinctions which seem to me fundamental. One is the distinction be- 
tween classification and analysis; the other, the distinction between 
pleasure and desire. 

So far as the first distinction is concerned , I believe it will go far to 
show that, however else we may disagree, Professor Veblen and I sub- 
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stantially agree on the futility of mere classification. I even venture 
to think that, had Professor Veblen not mistaken me for a classifier, he 
would have maintained a different attitude throughout his first and 
perhaps also his second review. It was with the purpose of preventing 
any careless reader from making the very misconstruction of my atti- 
tude toward classification which Professor Veblen has made that I 
inserted the following three sentences immediately before my very first 
classification table : 

It scarcely needs to be stated that the various classes are not always abso- 
lutely distinct. Like all classes of concrete things, they merge imper- 
ceptibly from one into another. For this reason the classification is of little 
importance except to give a bird's-eye view of economic science. In fact, 
the classification of concrete things is seldom of paramount importance in 
scientific study. Not classification, but analysis, solves scientific prob- 
lems. ' 

I even took pains to append a footnote, so that if the reader cared to 
look further into my views on methodology he might find them ex- 
pressed in The Economic Journal (December, 1896, page 516) and in 
the Quarterly Journal of Economics (March, 1904). In 1896 I gave 
as one reason for rejecting the ordinary definitions of capital that they 
have all " been erected on the unquestioned assumption that the pro- 
blem was one in the classification of wealth. . . . This, I believe, is 
the faulty foundation which has weakened all structures built upon it." * 
And again, referring to the distinction between the pseudo physics of 
the ancients and modern analytical physics, I stated : 

Just as the ancients regarded solids, liquids and gases as different kinds of 
matter (earth, water, air), instead of different states, so economists have 
thought of capital and income as different kinds of commodities, instead of 
different aspects of commodity in time. In much the same way, popular 
usage classifies bodies of water into lakes and rivers. . . . Physicists, how- 
ever, remind us that the distinction between lakes and rivers is merely one 
of degree, and that behind this useful but arbitrary classification, lies the 
real scientific distinction between ' ' gallons ' ' and ' ' gallons per second, ' ' 
a distinction which applies equally to Lake Superior and to Niagara Falls. 

Classification is a useful process mnemonically. It serves the same 
purpose as the division of a book into chapters ; but it has no place as 

1 Nature of Capital and Income (New York, Macmillan, 1906), p. 7. 

2 " What is Capital? " The Economic Journal, December, 1896, pp. 513, 514. 

3 Ibid., p. 516. 
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a scientific process, for it yields no important conclusions. I agree 
heartily with Professor Veblen's opinions on this point. His misunder- 
standing of my view may be explained by the fact that the tables of 
classification which were included in my books stand out typographic- 
ally and catch the eye of a hasty reader. An attentive reader could 
scarcely fail to notice that, except in the introductory chapters, the 
books are almost devoid of classificatory ideas or allusions. Professor 
Veblen has therefore made a mistake in his own scheme of classifica- 
tion when he attempts to classify me as a classifier. He writes : 

The Nature of Capital and Income is of that class of books that have kept 
the gild of theoretical economists content to do nothing toward "the in- 
crease and diffusion of knowledge ' ' during the past quarter of a century. 
. . . What it lacks is the breath of life; and this lack it shares with the 
many theoretical productions of the Austrian diversion as well as of the 
economists of more strictly classical antecedents. 1 

Herbert Spencer once complained bitterly of the injustice of the 
criticisms of his system of philosophy, maintaining that the majority 
of his critics had fastened their attention on his introductory chapters 
on metaphysics, which were not vital to his work and were written 
merely to clear the way of such misunderstandings as, without these 
chapters, might naturally arise in the reader's mind. Summarily to re- 
ject a book on economics because it contains non-essential definitions 
to which the reader cannot subscribe is very much like objecting to the 
conclusions of a book on physics because the reader does not approve 
of the author's definition of matter on the first page. Physicists, like 
metaphysicians, have disputed over the definition of matter, but they 
all recognize that the science of physics is independent of such formu- 
lation. The analogue in economics is the definition of wealth, which 
in its broadest sense I defined in a manner to include man himself. 
From this definition Professor Veblen dissents ; but I took pains to 
state that the term wealth could also be well defined in a restricted 
sense as " material objects owned by man and external to the owner." 2 
What breadth of classification we employ in defining wealth is of little 
consequence and is not worth the attention which has been devoted to 
it. The important point is the relation between a stock of wealth 
(whatever is included) and the flow of its services. 3 

1 Political Science Quarterly, vol. xxiii, p. 112. 

2 The Nature of Capital and Income, p. 5. 

3 See " Senses of Capital," Economic Journal, June, 1897, p. 201. 
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But if Professor Veblen's criticisms are directed against analysis 
as well as classification, I am ready to join issue. He himself draws 
no such distinction ; yet the distinction is vital. It separates defini- 
tions which are based on classification from those which are based on 
analysis. These are, respectively, definitions of things and definitions 
of relations between things. The former relate to the concrete ; the 
latter to the abstract. The former are useful to the user of language ; 
the latter to the student of science. Examples of the first category 
(concrete or classificatory) are definitions of a house, a chair, land, 
money ; of the second category (abstract or analytical) are definitions 
of an average, a circle, momentum, coefficient of correlation, velocity 
of circulation of money, balance of trade. In economic analysis, as in 
any other branch of science, the leading role must be played by such 
concepts of relation. 

The history of science shows, first, that no science is safe without 
clear and fixed definitions and, second, that the more the science has 
developed the less emphasis will be put on the concrete or classificatory 
definitions and the more on the abstract or analytical. The Baconian 
method, as John Rae pointed out, is not merely historical description 
or statement of concrete fact. Facts enter as tests of proposed " laws," 
but laws are formulated in terms of suitable abstract concepts. As I 
have stated elsewhere : 

In fact, Bacon makes a distinction between what he calls the popular 
and inductive method, or what may be preferably called, following the 
example of John Rae, the systematic and the scientific. The two are com- 
monly confused, but are entirely distinct. ' ' System ' ' consists in classify- 
ing phenomena; " science " consists in discovering the laws to which they 
conform. System explains phenomena by means of what is common and 
familiar; science explains them by what is simple, however recondite. 
System is exemplified in such descriptive studies as grammar, descriptive 
geography and history; science is exemplified by such analytical studies as 
mathematics, physics and, latterly, biology. The classifier or system- 
maker is content with generalization of facts. These express the usual 
order of events, for instance, that the sun rises once a day. They do not 
express the reason or principle. The difference between system and 
science is the difference between a general fact and a necessary truth, 
between rules and laws. Exceptions to rules do not destroy them as rules; 
in fact, we say, "the exception proves the rule." This, however, is not 
true of laws. A ' ' law ' ' which has an exception is no law at all. 

Many studies which are now scientific had their origin in what was 
originally systematic. The predecessors of the modern physicists classified 
bodies into "light" and "heavy." Iron, they maintained, is heavy and 
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therefore falls; fire is not heavy and therefore rises. How different is this 
obsolete method of treating the subject from our modern analytic notion of 
gravity, or rate of increase of velocity, by means of which are explained 
both the falling of iron and the rising of " fire." 

Similarly, the prototype of biology was " natural history " and consisted 
chiefly in the mere classification of animals and plants into species, genera 
etc. Modern biology has supplanted such elaborate classification by intro- 
ducing, through Darwin, the analytical ideas of heredity, variation and 
selection, and in this way the descriptive study of natural history has been 
converted into the true science of biology.' 

Many economists have gone astray in respect to the true function of 
analysis. The literature on " methodology " is full of misconceptions 
of analysis similar to that of which Professor Veblen seems to be guilty . 
In particular the historical school of Roscher had no real understand- 
ing of the Baconian logic, which they professed to emulate. Other- 
wise they would have been no more opposed to theoretical economics 
than the laboratory experimenter is opposed to " rational mechanics." 
As Hume said in a passage which John Rae uses as the motto for his 
book on Capital, ' ' Our speculations can scarce ever be too fine , pro- 
vided they be just." 

One of the best examples of Professor Veblen's confusion between 
classification and analysis appears when he accuses me of distinguishing 
" savings " and " income " simply in order to have two mutually ex- 
clusive classes. Professor Veblen says : 

The two ideas — "income" and "increase of capital" — are by no means 
mutually exclusive in the current usage; and ordinarily, so long as the 
terms are taken in their current (pecuniary) meaning, such an increase of 
capital would unhesitatingly be rated as income to the owner. The need 
of making "income" and "increase of capital" mutually exclusive cate- 
gories is a need incident to a mechanically drawn scheme of classification, 
and it disappears as soon as classification for classification's sake is 
given up. 

It would be hard to conceive of a criticism more mal a propos. Had 
I been making classification for classification's sake, I might have been 
tempted to include savings in income, for, as Professor Veblen indi- 
cates, there is fully as much sanction for such usage as for the opposite. 
But "savings" and "income" are not mere sub-heads under some 
general class of objects. They are as widely different in kind as the 
analytical notions of velocity and energy, and quite as much in need of 

1 " Economics as a Science," Science, August 31, 1906, pp. 257-261. 
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careful handling if confusions are to be avoided and our economic 
accountings are to be self-consistent. Savings must be treated as cap- 
ital and not as income simply because the mathematical relations of 
capitalization make them thus and not otherwise. Future capital may 
be discounted as well as future income may be discounted, but the 
capital is itself the discounted value of income. Consequently when 
we discount capital we rediscount income. The former may be dis- 
counted instead of the latter but not in addition to the latter. Hence 
savings can be discounted only as capital, that is, instead of but not in 
addition to its own income. In consequence of overlooking this fact 
serious confusions of thought arise.' The questions involved are not 
questions of terminology at all but of inherent relation. We may 
change the terminology as we please ; the relations will always reappear 
under new names. 

Let us take a case of Professor Veblen's " pecuniary " income, con- 
sisting of a definite series of money receipts, but of varying amounts. 
The capitalization will vary from time to time, but the variations of this 
capitalized value are not themselves discounted to form part of the 
capitalization. The principles of capitalizing income are immutable 
principles of relationship, like any other actuarial principles of comput- 
ing annuities or insurance. 

These general relations are entirely independent of particular valu- 
ations or applications. Professor Veblen here as elsewhere falls into 
the error which, as Edgeworth 2 and Cournot have pointed out, has 
been so often committed by those who object to mathematical treat- 
ment because they imagine it assumes that economic magnitudes must 
be exactly measurable. In speaking of the summation of capital, 3 Pro- 
fessor Veblen points out difficulties in the way " of arriving ... at 
such a definite and stable determination of capital value as will serve 
the needs of ' capital summation ' as expounded by Mr. Fisher." 
Professor Veblen does not make it clear why he thinks that the princi- 
ples of "capital summation," which I endeavored to expound, required 
a definite and stable determination of capital value. Were this true, 
any principles of adding capital would be invalidated. So far from 
maintaining that capital had a definite and stable value or that such a 

1 See the writer's "Are Savings Income," Publications of the American Economic 
Association, vol. ix, no. I, April, 1908. 

8 See his Mathematical Psychics (London, Paul, 1881), p. 2, especially. "It is 
necessary to realize that mathematical reasoning is not, as commonly supposed, lim- 
ited to subjects where numerical data are attainable." 

3 Political Science Quarterly, vol. xxiii, pp. 126, 127. 
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definite stability was essential to the theory of capital accounts, I both 
maintained and stated the precise opposite, devoting a special section 1 
to the subject. I tried to make it clear that the value of all goods was 
generally a vague and ambiguous magnitude ; that there were asking 
prices, bidding prices, prices of sale, valuations for purposes of taxation, 
valuations for purposes of insurance etc. But however vague or ambig- 
uous any particular valuation may be, the principles of capital summa- 
tion are in no wise affected thereby. Thus there may be more than 
one answer, or only a vague answer, to the question, "What is the 
value of the assets of Mr. Carnegie ?" but this indeterminateness of 
value has nothing whatever to do with the principles of adding to or 
subtracting from those assets some other value. Whatever sum Mr. 
Carnegie is worth, it is certainly lessened one dollar by a debt of one 
dollar, even though the total is unknown or unascertainable within ten 
millions of dollars. 

The laws of capital summation, like the laws of arithmetic, evidently 
refer to relations between assets and liabilities, and they are entirely in- 
dependent of the question as to the value which those assets and 
liabilities may or may not possess. 

Professor Veblen overlooks another distinction which I tried to draw 
in reference to the psychologic side of economic science. Here also I 
agree with him on the general thesis that the ' ' calculus of pleasure and 
pain " has been terribly misused by theoretical economists. Econo- 
mists have burdened themselves with a crude psychology. It is un- 
necessary for economists to enter within the field of psychology, 2 but it 
is necessary to acknowledge contact with that field. The point of con- 
tact is human desire. It is quite impossible for any economic theory to 
be completely worked out without some place in the analysis for human 
desires. Many economists have confused pleasure and pain with desire 
and aversion. If Professor Veblen has not made this confusion, he has 
at any rate been greatly mistaken in the views he has ascribed to me. 
He says : "The day when Bentham's conception of economic life was 
serviceable for the purposes of contemporary science lies about one 
hundred years back, and Mr. Fisher's reduction of ' income ' to 
'psychic income' is late by that much." He could scarcely have 
written thus had he comprehended my own views. As early as 1892 I 

1 Nature of Capital and Income, pp. 15-17. 

2 For instance, in " Mathematical Investigations in the Theory of Value and Prices," 
Transactions of the Connecticut Academy of Arts and Sciences, vol. ix, July, 1892, 
page 23; also The Nature of Capital and Income, pages 42, 43. 
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wrote : " * Utility ' is the heritage of Bentham and his theory of pleas- 
ures and pains. For us his word is the more acceptable, the less it is 
entangled with his theory." 1 And again : 

This foisting of Psychology on Economics seems to me inappropriate and 
vicious . . . Gossen and Jevons appeared to regard the " calculus of Pleas- 
ure and Pain " as part of the profundity of their theory. They doubtless 
saw no escape from its use. The result has been that "mathematics ' ' has 
been blamed for • ' restoring the metaphysical entities previously discarded. ' ' 2 

In short the view I have upheld is that, while we must correct wrong 
psychological analyses, we cannot dispense with psychologic concepts 
altogether. Least of all can we get along by means of "pecuniary 
concepts." Nothing has led to more errors than fixing attention on 
the money surface of things and neglecting the psychologic forces be- 
neath. Money, while of the greatest service in economic practice, is 
and always has been the chief stumbling-block in economic theory. 

The impression which Professor Veblen's two reviews have made on 
my mind is that he, like Leslie, is influenced by a kind of phobia against 
certain schools and methods. Having classified (or misclassified) me 
in a particular "school," he seems to make his attack almost indis- 
criminately. His criiicisms are almost all generalities on methodology 
and concepts, and for the most part they disregard the special con- 
clusions which differentiate my books from others on his index ex- 
•burgatorius . 

I would especially call attention to the fact that nowhere does he 
refer to the main point of The Rate of Interest, namely, the role 
played by the " time shape of the income stream " and the considera- 
tions which go with it, which take the place in my treatment of the 
" roundabout process " of Bohm-Bawerk. Instead he inveighs against 
those theoretical economists who find no place for any technological 
element and his review would give the impression to many readers that 
I am one of these. My book was written largely to show that Bohm- 
Bawerk's handling of the technological side in his famous " roundabout 
process " must be discarded and replaced by the proper use of the fact 
that each individual has open to him a number of optional income 
streams differing in size, composition, certainty and time-shape. In 
the Appendix the effects of these technological limitations upon the 

1 " Mathematical Investigations in the Theory of Value and Prices," Transactions 
of the Connecticut Academy of Arts and Sciences, 1892, p. 23. 
'IHtt.,p. 5. 
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rate of interest were expressed both analytically and graphically by the 
curve "WZ," and I stated : 

So much space has been devoted to stating these six conditions in mathe- 
matical form, because, to those conversant with the mathematical tongue, 
the algebraic statement will show more definitely and clearly than is other- 
wise possible the determinateness of the problem, owing to the equality 
between the number of equations and the number of unknowns: while the 
geometrical method enables them to form a mental picture, clearer than 
would otherwise be possible, of the various factors at work, and especially 
of the manner in which the objective or "technical" conditions, as repre- 
sented by WZ, cooperate with the subjective conditions which influence the 
rate of interest. It was, in fact, only through the geometrical representa- 
tion that the writer was first enabled to grasp the significance of the 
"effective range of choice" in its general bearings. If the role of the 
curve WZ is grasped, the most difficult part of the theory of interest is 
mastered [page 415]. 

Professor Veblen seems to have read the chapters on statistical verifi- 
cation chiefly with the idea of ascertaining whether or not they bore 
on the theorem that the rate of interest was equal to the subjective rate 
of preference for present over future goods. It is true that some 
of the statistical material is given to illustrate the subjective side of 
the theory, but the main object of these chapters is to bear on the 
objective side of the theory, which, as the newest part, seemed most 
likely to be challenged. Professor Veblen in his review has not chal- 
lenged it. He has not even mentioned it. Much to my surprise, 
however, he has challenged the subjective side. As I said in the pre- 
face of The Rate of Interest : 

The difficult problem is not whether the rate of interest is an agio, or 
premium, for of this there can be no question, but upon what does that 
agio depend, and in what manner ? Does it depend, for instance, on the 
volume of money, the amount of capital, the productivity of capital, the 
"superior productivity of roundabout processes," the labor of the capitalist, 
the helplessness of the laborer, or upon some other condition? The solu- 
tion here offered is that the rate of interest depends on the character of the 
income-stream, its size, composition, probability and, above all, its dis- 
tribution in time. It might be called a theory of prospective provision of 
income. 

Professor Veblen says : " Chapter xiv . . . goes far to disprove that the 
rate of interest is a matter of the preference for present over future in- 
come, taking ' income ' in Mr. Fisher's sense of the term." For this 
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statement the only evidence which Professor Veblen offers is to cite 
my example of the farmer who in the fall needs to borrow. Here 
again I seem to have failed to make my meaning clear to Professor 
Veblen. It was that in the fall the farmer's real income — that is, 
his livelihood or "living" — tends to be cut down to the quick by the 
necessity of paying the wages of harvesting etc., while he has in 
prospect a plenteous living as soon as his crops can be sold and the 
proceeds spent. It is true that his wheat crop can be made to yield 
immediate bread, but the " daily bread" of the farmer includes much 
besides bread — other food, clothing, comforts and amusements of 
various kinds. Certainly there is no more typical case of a scarcity of 
present enjoyable income and a prospect of plentiful future enjoyable 
income than a farmer just on the point of harvesting his crops. He is 
at that time relatively pinched for his livelihood, but looks forward to 
a time, a few> weeks or months later, when he will possess the neces- 
saries, comforts and amusements of life in relative abundance. The 
" time-shape of his income-stream " is an increasing one. He is in a 
position of a man in present need but with great expectations. That 
the causation of the farmer's loans is the relative subjective need of the 
farmer, due to these objective technical conditions of his income 
stream, is obvious. But, as if to make the misconstruction complete, 
Professor Veblen states : 

But the farmer' s crops are his ' ' income ' ' in the case assumed, and when 
his income has come in, at this springtime of his income stream, his prefer- 
ence for present over future goods should logically be at its lowest, and, 
indeed, there need be little question but such is the case. 

It seems scarcely conceivable that anyone has read both The Nature 
of Capital and Income and The Rate of Interest and concluded that in 
the last analysis the farmer's crops are his income. On the contrary, 
they are only the first link in the chain of " interactions " of which the 
last link is the enjoyable income for the farmer. In connection with 
this example, Professor Veblen repeats his faith in the adequacy of 
pecuniary concepts : 

Farming is a business venture in modern times, and the end of business is 
gain in terms of money. The cycle of business enterprise closes with a sale, 
a conversion of "income" into money values, not conversely, and the 
farmer is under more or less pecuniary pressure to bring this pecuniary 
cycle to a close. 

We observe here as elsewhere a curious refusal to see the chief factors 
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in the case. We need not dwell on the fact that the farmer, even to- 
day, is not merely a producer for money, but to some extent consumes 
his own products without the intervention of money. The important 
point is another : whether or not money is used , the money of itself 
has no force except as it represents other things, and these other things 
in the last analysis have no force except as representing enjoyable in- 
come. If they represent capital, this is itself the representative of 
future enjoyable income. What can Professor Veblen mean by 
" pecuniary pressure ' ' except the psychological preference for present 
over future satisfaction to which he would shut his eyes? 

Again, Professor Veblen seems to misconceive my attitude toward 
the older school of laissezfaire. My views on this subject ' are largely 
based on John Rae's stimulating book, 2 and are not unlike those of 
Professor Veblen. 3 

There are doubtless many points of difference between us, but they 
are not in general those which Professor Veblen has mentioned. Un- 
less unwittingly I do him injustice, his preconceptions have led him to 
misconceive my method and conclusions and to confuse them with 
methods and conclusions which we both oppose. 

Irving Fisher. 

Yale University. 

1 See my " Why has the Doctrine of Laissez Faire been Abandoned? " Science, 
vol. xxv, no. 627 (January 4, 1907), pages 18-27. 

'Recently reprinted under the title: The Sociological Theory of Capital (New 
York, Macmillan, 1905). 

3 In his Theory of the Leisure Class (New York, Macmillan, 1905). 



